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post-graduate stage all courses of moral philosophy. For at 
present I believe that the ethical student who has not studied 
metaphysics, and especially one who wishes to distinguish be- 
tween idealism and modern intuitionism, simply does not know 
what idealist ethics means. 



Helen Wodehouse. 



University of Birmingham. 



THE ETHICS OF GAMBLING. 

The extent of gambling at the present time, and the great 
and insidious evils which result from it, make the discussion 
of the subject of interest, not merely to the theoretical 
moralist, but also to everyone who desires to preserve the 
purity of national and social life. Of the extent of betting 
and gambling in England, B. Seebohm Rowntree says, "the 
practice has spread so widely among all classes of the com- 
munity that those who know the facts name gambling and 
drinking as national evils of almost equal magnitude." * There 
is abundant evidence that gambling is almost if not equally 
as prevalent in the United States. One has only to think 
of the organization which is dependent on horse-race 
gambling: the army of bookmakers, and the space given 
in the newspapers to tips on the races; of the bucket shops 
and their attendant consequences of ruin and crime; and of 
the more respectable forms of gambling with raffles, lotteries 
and social games of cards, to realize that the subject has direct 
practical significance. The ethical principles underlying 
gambling and their application to activities of which gambling 
forms a part deserve careful consideration. 

In this discussion, then, the attempt will be made, first, to 
define gambling and to discover its ethical implications; and 
second, to apply the principles already discovered to some 

'B. Seebohm Rowntree, "Betting and Gambling: a National Evil." 
The Macmillan Company, London, 1905, p. 7. 
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of the forms of activity which are related to gambling, and 
especially speculation. 

It may be said with truth that all life is a wager. Only 
the self-confident philosopher who is certain of his interpre- 
tation of the world, and the unreflective man, fail to see the 
hazard in life. Pascal's famous wager in which he calculated 
the relative advantage of acting on the assumption that God 
did or did not exist, expresses well the fact that life consists 
in the acceptance of risks. The man who accomplishes any- 
thing must be a man of faith and not too much occupied in 
reckoning up the chances of failure. To give but a single 
example, the choice of a profession involves a risk which may 
make one pause, when one sees the misfits of life : the preachers 
who should be in business, the business men who should have 
been teachers, and the teachers who should have been farmers. 
It is sufficiently evident, then, that the mere element of risk 
is not a unique characteristic of gambling. Such universal 
risk, grounded in the limitations of our knowledge, and in 
the uncertainty of the actions of other men, evidently does 
not constitute a basis for moral approval or disapproval. 

There is a particular kind 6f risk which is inherent in the 
organization of social life under the competitive regime. To 
some extent at least under this form of organization the gain 
of one man is the loss of another. But even so the loser, 
though he fails to get the prize, does not, as in gambling, 
furnish the prize to the winner. On the contrary he may 
receive a prize himself, though not the one he is striving for. 
The unsuccessful contestant for a scholarship prize, for ex- 
ample, disciplines his mind so that he is able to win some 
other reward as a result of his effort, and society in general 
profits greatly by the heightened standard of achievement 
which results from the struggle. For such competition con- 
sists in courageously pitting human powers against the natural 
and inevitable obstacles to human welfare. Patient effort, 
skill and foresight are developed, and the lot of man is vastly 
better than it would be were the incentive of competition 
wanting. 

Now, although gambling is sometimes made to include the 
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class of actions above specified, it is better to confine it to a 
narrower use. 

Gambling has been defined as the "transfer of property 
made through the medium of chance," 2 or again as "the de- 
termination of the ownership of property by appeal to 
chance." 3 Another says similarly that gambling involves first 
an uncertain issue, and second the backing of one's opinion as 
to the result. These definitions are essentially the same. 
They are, however, somewhat broader than the usage adopted 
in this discussion. In fact, these writers themselves dis- 
tinguish between a broad and a narrow use of the term, and 
confine their ethical discussion to the word in its narrow use. 

The characteristics of gambling in the narrower use of the 
term may be described as follows: In the first place, the 
prize of the winner comes directly out of the pocket of the 
loser; second, the connection between the prize and the wager 
is not a natural condition of social life, but is arbitrarily fixed ; 
third, the element of chance is not a subordinate, but a pre- 
dominant element in the transaction; fourth, the practice of 
gambling causes disorganization of character in the partici- 
pants; and finally society as a whole receives no benefit, since 
there is no production of added utility, but on the contrary 
suffers severely through the deterioration of its members. The 
last two characteristics are, strictly speaking, not defining con- 
notations, but they are unvarying consequences, and so may 
be discussed together with the differential of gambling. We 
may now consider the ethical significance of these facts and 
from this consideration form an opinion as to the general 
practice of gambling. 

The first characteristic of gambling which we have to note 
is that the gains of the winner come out of the pocket of the 
loser. Though this is one of the chief characteristics of 
gambling, not every action of which it is characteristic is 
gambling. The same thing can be said, for example, of a gift 

2 Lester B. Donahue, "The Ethics of Gambling." Catholic University 
Bulletin, October, 1906. 

3 John A. Hobson, "The Ethics of Gambling." International Journal 
op Ethics, Vol. XV, p. 135. 
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given grudgingly. But many actions of which this seems 
at first sight to be true turn out upon closer examination to 
involve reciprocal exchange. In the case of a typical gift, 
that is, one which is given freely, there is a great difference 
in the attendant attitude of mind of the giver and recipient 
from that of the winner and loser of a bet. The giver of a 
gift does not feel that he is losing anything, but rather thinks 
that "it is more blessed to give than to receive." When we 
consider this more deeply then, it becomes evident that the 
benefit is not one-sided at all as in the case of gambling. The 
giver but ministers to the tie between himself and his friend, 
of which the gift is only the expression. The thing is not the 
object of desire to either the giver or the recipient of the 
gift. The whole transaction therefore makes for the knitting 
together of social beings. 

The same principle holds of commercial transactions. It is 
a perfectly possible and in fact the normal condition of buying 
and selling that each party should receive something which 
is worth more to him than what he gives in exchange. Each 
may therefore aim at the gain of the other and of himself at 
the same time. 

With the gambling wager the reverse is the case. What 
one loses the other gains. There is no mutual exchange. 
The desire of the one is that the other shall lose. Since the 
reward does not come from a third party it is impossible that 
the gambler should desire his own benefit and that of his op- 
ponent at the same time. Gambling, then, in the nature of 
the case causes a loosening of social ties. It sets each man's 
hand against his brother and thus is of the very essence of 
immoral action. 

The second condition, that the connection between the prize 
and the wager is not a natural condition of social life, but is 
arbitrarily fixed, makes impossible the plea of necessity as a 
justification. There is no rational relation, for instance, be- 
tween the election of a President of the United States or the 
winning of a football game, and the exchange of five dollars 
from A's pocket to B's pocket. 

This feature is very closely connected with the feature of 
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chance as a determination of ownership, though it is not 
identical with it. Arbitrariness might conceivably exist with 
very little chance, as it would if a person should bet that a stone 
would not fall to the ground if released. As a matter of fact, 
however, the bettor believes that there is good chance that he 
will win, though there is not always good ground for his 
belief. When the likelihood that one party to the wager will 
win becomes so great as to amount to a practical certainty, 
the transaction from his point of view loses the character of 
gambling. The owner of a roulette, for instance, or a book- 
maker does not gamble, though the men who play the roulette 
or back the horse unquestionably do. What the action of the 
roulette owner or bookmaker is is beside the point, but it would 
seem to be not a very distant cousin from stealing. 

These three features of gambling, the one-sided gain, the 
arbitrariness and the chance, since they constitute one manner 
of the determination of the ownership of property, involve a 
consideration of the ethical principles of the ownership of 
property. 

Viewed from one aspect the ownership of property entails 
social division. As the owner of property one man's interests 
are antagonistic to those of his fellow men. But in the condi- 
tions of acquiring ownership there is a common tie. Socialism 
emphasizes the first of these principles, but leaves out of ac- 
count the second. The natural right to property in the first 
instance, then, as Mr. Hobson points out,* lies in its relation 
as a reward to effort, both in that it supplies the means to 
consumption, and to recuperation after effort, and in that 
it supplies a motive to effort. Now so long as individuals 
lived an entirely independent life, each supplying his own 
needs, the industry and effectiveness of one individual did not 
concern the welfare of the others. But so soon as there arose 
a division of labor and community of effort, the condition 
which underlies effort, namely possession of property, became 
a matter of social interest. The conditions which govern the 
acquirement and exchange of property must consist in rela- 

' Loc. at. 
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tions of reward to effort which are natural, and not merely 
arbitrary, and they must result in mutual benefit to all parties 
concerned. Gambling violates both of these conditions and is 
therefore subversive of social solidarity. 

This conclusion is strengthened when we consider the results 
of gambling upon the character of the gambler and as a con- 
sequence upon society in general. The daily papers fre- 
quently report cases which illustrate the moral deterioration 
of a gambler. An unofficial record, which is incomplete and 
therefore understated, shows that in Great Britain alone, "in 
five and one half years no less than 80 cases of suicide, 321 
embezzlements, and 191 bankruptcies had appeared on the 
records of the courts owing to professional betting, and it 
must be pointed out that probably not nearly all of the em- 
bezzlements resulted in prosecution." 5 The writer recently 
heard of a respected citizen, ex-mayor of his city, a prominent 
church member, who was brought to penury through specu- 
lation in bucket shops, and afterwards confessed that specu- 
lation had such a fascination for him that he could not 
resist it. 

The passion then is seen to have a force comparable to the de- 
lusions or fixed ideas of the insane and to entail a similar 
disorganization of the mind. The person under the control of 
the gambling mania loses the ability to reason correctly from 
the facts, the interpretation of which is tinged by his dominant 
desire. This intellectual breakdown is shown by the common 
belief in luck among gamblers, and in the tendency to form 
systems with which to break the machine. The decay of the 
moral nature is even more terrible. Made cold to all feelings 
of generosity, the gambler in whom the habit has taken deep 
root is given up to the selfish indulgence of his private desires, 
the gratification of which is based on the ruin of his fellow 
beings. Worse yet, the effect is not limited to the individual 
but "causes the neglect of wives and children, disregard for 
parents, and carelessness and indifference in their occupations." 
This is but a natural result of the fact that gambling is a 

5 John Hawke, The Extent of Gambling, in "Betting and Gambling: a 
National Evil." Ed. by B. Seebohm Rowntree, p. 20. 
Vol. XVIII.— No. 1. 6 
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wholly selfish process and so unfits a man for his duties as a 
member of society or of the state. 

But there is still another count against the gambler, in that, 
in so far as he is a gambler and is successful, he abstracts 
from the resources of society without furnishing any utility 
in return. He is indeed a parasite, and that by deliberate 
choice. There is no place in the moral scheme for voluntary 
parasites. 

This indictment may appear to be too rigorous, and it may 
be said that only when gambling transgresses certain proper 
restrictions is it to be condemned. The mere fact that the 
stake comes out of one man's pocket to go into that of 
another — that is, that there is no true exchange — that the 
stake is arbitrary, and that the ownership of property is de- 
termined by chance, does not make it immoral, the objection 
may run. It is only when the participants in a wager do 
not own the property which they stake, or there is fraud or 
violence, or the chances of winning are unequal, or the risk 
is inconsistent with the duties or calling of the participants, 
or there is a positive law against the transaction, that gambling 
is morally wrong. These are the rules given by John A. 
Ryan, 6 under which gambling may be permissible, but he 
hastens to add that it is practically impossible to gamble with- 
out violating some of these rules. Mis practical conclusion 
then would be the same a.s that reached in this discussion, 
though his theoretical position is at variance. 

But it may be objected that these conclusions do not apply 
to gambling for the fun of it, merely putting up stakes to 
add an interest to the game. Perhaps it may be conceded 
that they do not, provided one's whole object is to add zest 
to the sport and one's desire does not center upon the stake. 
This question will be treated in more detail below. 

The causes of gambling are not pertinent to the question 
at issue except to forestall a possible argument that since 
gambling is grounded in the fundamental structure of man's 
nature it must be moral to allow the gambling instinct some 

"John A. Ryan, "The Ethics of Speculation." International Journal 
of Ethics, Vol. XII, p. 335. 
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expression. Man cannot stand too much monotony. Ennui 
infects the laboring man confined to a dull mechanical task 
which calls for no ingenuity and permits of no variation, as 
well as the "idle rich." The mainspring of gambling is not 
avarice according to J. Ramsay MacDonald, 7 though that 
enters into it, nor merely the pleasure of possession, but the 
desire to "charm ennui away." In his words, "The in- 
tellectual appetite for risk, for projecting one's self on to the 
silent stream of fate, upon which the barque of life myste- 
riously floats, must be satisfied either legitimately or illegiti- 
mately, either in accord with sound morals or in the teeth of 
sound morals." This account undoubtedly does explain 
psychologically a great part of the cause of gambling, but 
there are many other ways of relieving the dull monotony 
of daily routine besides gambling. Any action requiring 
courage will do so, and a much nobler courage is developed 
in pitting one's powers against difficulties in actual achieve- 
ment than in throwing one's possessions blindly into the hand 
of fate. 

To sum up, then, gambling has been found to destroy the 
solidarity of social life and to' make of men anti-social in- 
dividuals, because, first, it is founded on anti-social feelings 
and aims, namely, the desire for gain at the expense of 
another; second, it involves exchange of property on a false 
basis, rendering the condition of cooperative life less secure; 
and third, it entails great disorganization of mind and char- 
acter with its consequent social evils. 

Having attempted to show that gambling as here defined is 
subversive of morality we now turn to the second part of our 
task, namely, the application of the principle thus laid down 
to some of the practices of modern life which involve or seem 
to involve gambling. 

The operations which involve gambling may be divided into 
three classes : first, gambling in sport ; second, gambling which 
is sport for one party and business for the other; and third, 
gambling in business. Under the first head would come bet- 

7 J. Ramsay MacDonald, Gambling and Citizenship, in "Betting and 
Gambling," etc., pp. 1 17-134. 
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ting at cards and games, under the second betting on horse 
races, as it is usually practiced, lotteries, raffles, etc., and under 
the third, insurance and speculation. 

In pure cases of gambling for sport the actual stake is of 
no consequence to the participants. The sole object is the 
excitement of the game. Theoretically, perhaps, as has al- 
ready been said, it is a question whether such gambling is 
unethical when the zest does not involve desire for the stake. 
But the question is purely a theoretical one, for it is not 
likely that such cases ever actually exist. At any rate if they 
do they very easily change their character. An anti-social 
factor enters. The gambler plays for the stake, and this means 
playing so that the opponent will lose the stake. It is im- 
possible to gamble with the aim of mutual satisfaction unless 
the sole object is the pleasure of the game. Both can par- 
ticipate in that and in that only. The selfish spirit which 
enters with the desire for the stake very easily leads to unfair 
methods and from this to general disregard of social ties and 
duties. 

Prominent types of betting in the simplest form are found 
in betting on games, such as foot-ball games, betting on elec- 
tions, or betting at cards. The last form is said to be spread- 
ing, especially among women of the leisure class. Ian Mac- 
laren, in an address, told of a young woman, the wife of a 
professional man, who when the guest of an older woman, 
was urged to enter a game of bridge against her wishes. 
She demurred on the ground that she was not a sufficiently 
good player. On being urged, however, she entered the game 
and lost $175 during the evening. Another case was that of 
a young man who was a guest at an aristocratic mansion and 
who at first declined to play, but on being told that he might 
play or leave, lost in a few hours "half a year's income." 
These examples are sufficient to show that the question is not 
one of merely academic interest and substantiate the statement 
that the passion for gambling is apt to carry its victim beyond 
the observance of social good and even of common courtesy. 

The next class of gambling operations includes those in 
which the aim of one party is business and the aim of the 
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other sport. That is, one man depends largely on chance for 
his gains while the other does not. We may take, for ex- 
ample, lotteries, raffles, betting on horse races and gambling 
machines. The general principle underlying all these forms 
is that the person who is managing the game has it so ar- 
ranged that he is sure to win. Whether the proprietor is a 
saloon keeper, a bookmaker, a nation, or a church, the 
principle is the same. By arousing the gambling spirit, the 
desire for gain at the expense of somebody else, or regardless 
of the loss of somebody else, the institution which is maintain- 
ing the game derives its profits. That a practice which thus 
takes advantage of human weakness for gain is anti-social, is 
evident on the face, and the fact that the element of chance 
is absent on the one side makes it worse instead of better 
than gambling. This is the confession of a professional book- 
maker whose conscience is not likely to have been made over 
acute by his manner of life: "I am not happy — sometimes 
far from it. Conscience will make itself heard. Often and 
often am I troubled with thoughts of the past — memory will 
assert itself — and the questions arise, have I led a fair and 
upright life? Have I got my money and living in an up- 
right, honorable manner? How many poor foolish backers 
whose money I have taken, taken as a business of course, have 
lost homes, business and all; whose wives and children have 
been turned into the streets through the father's passion for 
betting? How many of them have found their way to gaol 
through betting, and how many have sought self-destruc- 
tion?" 8 

The last class includes those forms of business in which 
gambling has or may seem to have a prominent part. The two 
forms which will be discussed are insurance, and speculation 
on stock and produce exchanges. 

Life and fire insurance are sometimes called gambling. It 
will be profitable, then, to examine briefly wherein insurance 
resembles gambling and wherein it differs from it. In fire 
and accident insurance the insured pays a certain fixed amount 

% The Deluded Sportsman, by a Bookmaker, in "Betting and Gambling," 
etc., pp. 92-116. 
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to the company upon the promise of the insuring company to 
pay a larger sum in return in case of fire or accident. Here 
we are evidently dealing with chance. The chance, however, 
is tempered with foresight based on experience, as is made 
evident by the fact that the amount of the premium is based 
on the conditions which surround the object insured. Again 
the prize seems to come out of one man's pocket and to go 
into the pocket of another. But here again there are im- 
portant qualifications. In case of a loss the insurance com- 
pany has received in the premium which has been paid part 
return, and when all its risks are averaged the balance comes 
out in its favor. So it is assured of a fair return for its 
service. Moreover the buyer of insurance, even if he does 
not receive in return the money he paid in, does receive sub- 
stantial gain in the peace of mind and the financial credit 
which insurance gives him. 

So far there has been some likeness to gambling, but in 
other features there is no similarity. The risk in insurance 
is not an arbitrary or artificial product as it is in gambling, 
but is a necessary condition of social life. In this respect 
insurance is in striking contrast to gambling. Again, there 
is no deteriorating effect on the character of the individual, 
because the anticipation of profit is not one-sided. And 
finally, the practice is of enormous benefit to society in general. 
It is largely due to the money received from insurance that 
a city like San Francisco, after being almost entirely destroyed, 
can be built up again. On every count, then, fire and acci- 
dent insurance are radically different from gambling, and in 
some they are diametrically opposed to it. 

Other types of insurance have still less likeness to gambling. 
In ordinary life insurance the premium is graded to the risk 
still more completely than in fire insurance. The expectancy 
of life is calculated to a nicety for every age, and the premium 
is so adjusted that if a man just attains the expected age he 
will receive the sum of the premiums he has paid plus their 
earnings. Thus the element of arbitrary chance is entirely 
eliminated and only the unavoidable risk remains. Further- 
more the value of the insurance to the individual in the knowl- 
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edge that if he dies his family will not be left destitute is not 
to be lightly set aside, and the benefit to society in the support 
which insurance furnishes the family of the deceased bread- 
winner is not inconsiderable. 

Speculation is a prominent feature of modern industrial and 
commercial life. But the many questionable practices which 
have grown up around it often lead to its wholesale condem- 
nation without an appreciation of its quieter and more legiti- 
mate operations. It is, therefore, necessary to consider the 
fundamental economic function of speculation before passing 
moral judgment upon it. 

The economic function of speculation is ably set forth in 
Prof. H. C. Emery's "Speculation on the Stock and Produce 
Exchanges of the United States." Speculation is by him 
defined as "buying or selling commodities or securities, or 
other property, in the hope of a profit from anticipated 
changes of value." 9 President Hadley similarly defines specu- 
lation as "the attempt to make money out of the fluctuations 
in the value of property as distinct from its earnings." 10 

The economic function of speculation in produce, as dis- 
tinguished from securities, may be described as the assump- 
tion of the risks which are due to changes in price from the 
time the commodity is bought until it is sold. These risks 
are especially great at the present time on account of several 
facts. In the first place, the market of the world has been 
so extended through the railroad and the telegraph that 
changes in crop conditions or other conditions affecting either 
supply or demand in one part of the world affect the market 
in every other part. Accordingly, whereas a wholesale 
dealer a century ago needed to follow closely the changes in 
conditions within a small area only, he would now have to 
keep himself informed of conditions over the whole world. A 
second feature of the modern market is that there is a much 

'H. C. Emery, "Speculation on the Stock and Produce Exchanges of 
the United States." Columbia College Studies, Vol. VII, No. 2, New 
York, 1896, p. 96. 

10 A. T. Hadley, "Railroad Transportation." G. P. Putnam's Sons, New 
York, 1885, p. 48. 
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smaller margin between the buying and selling priee than 
there was formerly. This is of great benefit to the consumer, 
but it would be ruinous to the wholesale dealer if he did not 
have means to protect himself against small fluctuations. The 
function of the speculator is therefore to know all the changes 
which will affect a world market and to assume the risks at- 
tendant on such changes. The dealer has eliminated both the 
risks and the profits which arise from fluctuations in price in 
the same market, and his profits are solely trader's profits 
which arise from differences in price in different markets. 
These differences in price are due to differences in supply and 
demand in various parts of the world. 

The means by which the dealer protects himself from fluctu- 
ations in price consist in "hedging" sales. If there is an over 
supply of wheat in New York and a demand for it in London, 
he will buy wheat in New York to sell in London. But while 
it is being transported to London the market all over the 
world may fall so as to destroy his profit. He therefore 
protects himself by selling an equal amount of paper wheat in 
the New York Exchange for future delivery. This is called 
short selling, because the merchant has not yet bought the 
paper wheat with which he will fulfill this obligation. When 
now his cargo arrives in London he will buy in New York 
enough paper wheat to cover his previous short sale, that is, 
to fulfill his previous contract. If then the world market in 
wheat has fallen he will lose so much on his cargo, but he will 
have gained a corresponding amount on his paper sale in 
New York. But in any case he will have made his trader's 
profit on the difference between the New York and London 
market, which difference remained the same provided the rela- 
tion of supply to demand remained the same. 

So far all seems plain sailing. The speculator performs 
the function of index and regulator of the world's market. 
But the question may be asked, Where does the speculator get 
his profits? Granted that he performs a useful economic 
function, who pays him for his trouble? The wholesale 
dealer neither makes nor loses by his "hedging" transactions, 
so it cannot be he. The only answer can be that what one 
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speculator gains another must lose. It is not, however, the 
member of the exchange who loses, but the outside man who 
deals on the exchange through a broker. On this point Prof. 
Emery says that to confine speculation to speculators of wide 
experience and knowledge "is highly desirable, but the big 
speculators are not prepared to maintain a market of this 
nature." n In other words the big speculators win in the 
long run and their gains come from a large class who lose 
in the long run. Prof. Emery continues, "The activity of 
the latter class (the large operators) depends on that of the 
former (the public). It will be seen that speculation by a 
wide public has its advantages, but that these advantages are 
secured at an enormous cost. The widening market is simul- 
taneously the cure of some evils and the cause of others. The 
former are mainly economic, the latter moral." 

In the stock exchange the method of procedure is slightly 
different, but the result is essentially the same. The eco- 
nomic function of the stock exchange consists mainly in two 
things: first, in maintaining the price of securities at a posi- 
tion corresponding to the true value of the property they 
represent; and second, in furnishing a ready market for the 
purchase and sale of securities, and by this means a place for 
investment where the money invested may be withdrawn at 
a moment's notice. There is no doubt that this service is a 
most important one. It greatly facilitates the investment of 
capital, and by this means the development of industries. It 
furnishes a convenient means for the investment of the funds 
of banks, trust companies, insurance companies, etc. 

But the unfortunate part of the stock business is that it is 
founded upon the loss of the small outside speculator. This 
does not seem essential to the exchange as an institution, for 
there might be some other means devised by which the costs, 
which by the way are great — since the large speculators are 
often men of great wealth — might be paid by those who benefit 
by the operation. It is an admitted fact that the stock market 
is dull after a panic in which the public has been fleeced. 

11 hoc. Cit., p. 191. 



90 International Journal of Ethics. 

Business cannot go on till the lambs return for the shearing. 
The stock broker of course says that if people are fools 
enough to risk their money that is none of his business, but 
the moralist cannot view the transaction in the same light. 
He must declare that a transaction which is founded upon 
a loss to one part of the community to supply the gains to 
another part is anti-social and immoral, even though the loser 
loses through his own ignorant cupidity. It is true that in 
the case of stocks the property may increase in value so that it 
is not necessary for anybody to lose. But on the other hand 
it may and often does decrease, and when there is an in- 
crease it may be compensated for by an increase in the capitali- 
zation. Morever, the big operators with their larger backing 
and superior knowledge, can easily arrange it so that they 
pocket the gains from increase while the small speculators 
make good the losses from decrease in value. 

Objectively it is probably incorrect to call speculation in 
its essence gambling, since as Professor Emery points out, 
there is an actual exchange of property, a security being as 
much property as a greenback, and one party does not neces- 
sarily lose what another gains. However, its existence in its 
present form depends on the spirit of gambling, which it 
engenders in its participants, namely, the desire to gain with- 
out giving in return a corresponding service. Speculation, 
therefore, shares with gambling the results on character of 
such a spirit. These evils are not confined to the small 
speculator, but infect many of the respectable members of 
the exchange. Evidence of this fact appears in the numerous 
fraudulent practices which cluster about speculation and which 
nobody undertakes to defend. A few of the practices may 
be mentioned by way of illustration. 

Dealing in margins is admitted by all to be pure gambling. 
The person who wishes to deal in a margin does not actually 
buy a stock, but lays a bet with a broker that the price of a 
commodity or security will rise. He deposits a certain amount 
with the broker. The broker loans him at a high rate of 
interest enough money to buy the stock. If the stock rises 
in value he gets back his original deposit minus the interest 
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charged by the broker, and in addition the increase in price 
of stock. If it falls he loses all that he put in. 

Another evil practice connected with the exchange is the 
spreading of false reports. This is very effective, since the 
market is extremely sensitive to variations in the value of 
its properties. Closely related to this practice is the opera- 
tion by directors of corporations so as to profit by informa- 
tion regarding the declaration of dividends which they know 
to be forthcoming. Again, since the market is influenced by 
strong selling or buying of any given security, speculators 
sometimes conduct what are called "wash sales." That is, 
they sell through one broker and buy the same stock through 
another. Now it is evident that since the seller is making 
the contract with himself, he will not have to deliver, but 
if this fact is not known the transaction will have the same 
effect on the market as though it were genuine. This prac- 
tice is frequently resorted to in a modified form in order to 
stimulate buying of a new security by the public. 

To sum up then, speculation in stock and produce per- 
forms an economic function. It does so in its present organi- 
zation, however, only through the existence of unethical prac- 
tices, which if not in themselves gambling, are very closely 
allied to it in spirit. More than this, speculation entails great 
temptation to fraudulent practices and is in fact surrounded 
by an unusual number of moral evils. 

Frank N. Freeman. 
Yale University. 



